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T h e r e ' s an apocryphal s to ry about a p rofessor of economics that 

sums up in a way the theme of what I would like to talk about this evening. 

In final examinations the p ro fes so r always posed the same ques t ions . When 

he was asked how his students could poss ib ly fail the tes t , he repl ied s imply, 

' 'Well, i t ' s t rue that the questions don' t change, but the answers do. In our economic affa i rs , the major questions confronting us a r e in 

la rge m e a s u r e hardy perenn ia l s : How do we at tain and re t a in p r o s p e r i t y ? 

How do we achieve normal healthy growth? How do we p r e s e r v e the p u r 

chasing power of our money? The answers to these in t e r r e l a t ed questions 

in the 1950's thus far differ in impor tant r e s p e c t s from those of e a r l i e r 

decades . 

My purpose tonight is to explore with you some of the main c u r r e n t s 

and unde rcu r ren t s of thought which have colored and shaped these differing 

answers . 

It i s , of cou r se , unorthodox, if not downright poor form, to r each 

your conclusion in the course of your in t roductory r e m a r k s . But, as a 

mat ter of emphas i s , I would like to s ta te it now. 

In the absence of war , or s e r ious conflict among our people over 

political or social a i m s , the road to a substant ia l ly higher s tandard of 

living l ies ahead of us as c lear and as smooth as our modern tu rnp ikes . 

We have passed through the tu rns t i l e s and a r e , in my judgment, out on the 
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open road. This posit ion has been achieved after a good many ups and downs 

false s t a r t s , adaptations to war and p repa ra t ions for war , false t u r n s , and 

poor d i rec t ions . F u r t h e r m o r e , the machine we a r e driving is adequate and 

capable of t r ave r s ing the g r a d e s , c u r v e s , c r o s s r o a d s , and danger points , 

provided only that the d r i v e r s observe the speed laws , a r e a l e r t and 

responsible, and sufficiently t ra ined and exper ienced in the a r t of driving 

to understand the na tu re of the pr inc ip les of propuls ion, and the goals of 

the journey they a r e making. Our abili ty to t rave l this road safely depends 

upon a community of d r i v e r s who unders tand and ut i l ize the t ime- t e s t ed 

principles which a r e der ived from our inher i t ance . 

It s eems r a the r s t r iking that one of the ideas now f i rmly imbedded 

in our a r t i c l e s of m a t e r i a l faith, the concept of governmenta l respons ib i l i ty 

for moderat ing economic gyra t ions , is a lmos t en t i re ly a product of our own 

Twentieth Century . 

This concept, which is s teadi ly being brought into s h a r p e r focus, has 

evolved from genera l reac t ion to a success ion of m a t e r i a l c r i s e s heavy in 

human ha rdsh ip . It grew from m a s s despera t ion and demand for pro tec t ion 

from economic d i s a s t e r s beyond individual con t ro l . 

The F e d e r a l R e s e r v e System, which I have the honor to r e p r e s e n t , 

was our ea r l i e s t insti tutional r e sponse to such a demand. It emerged out 

of the urgent need to prevent r e c u r r e n c e s of such d i s a s t e r s as the money 

panic of 1907, and out of the thought that the Government had a definite 
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responsibili ty to prevent financial c r i s e s and should ut i l ize all its powers to 

do so. 

Accordingly, 42 y e a r s ago Congress en t rus ted to the F e d e r a l R e s e r v e 

System responsib i l i ty for managing the money supply. This was an h i s to r ic 

and revolut ionary s tep . In framing the F e d e r a l R e s e r v e Act g rea t c a r e was 

taken to safeguard this money management from imprope r in te r fe rence by 

either pr iva te or poli t ical i n t e r e s t s . That is why we talk about the ove r 

riding importance of maintaining our independence. Hence we have our 

system of regional banks headed up by a coordinat ing Board in Washington 

intended to have only that degree of cen t ra l i zed author i ty r equ i red to d i scharge 

effectively a national policy. This cons t i tu tes , as those of you in this audience 

recognize, a blending of public i n t e re s t and p r iva te e n t e r p r i s e uniquely 

American in c h a r a c t e r . Too few of us adequately recognize or adequately 

salute the genius of the f r a m e r s of our cen t ra l banking sys tem in providing 

this organizat ional bulwark of p r iva te banking and b u s i n e s s . 

Since the F e d e r a l R e s e r v e Sys tem came into being, the p rob lems of 

inelasticity of cu r r ency and immobil i ty of bank r e s e r v e s - - w h i c h so often 

showed up as shor tages of c u r r e n c y or c red i t in t imes of c r i t i ca l n e e d -

have been el iminated, and money panics have l a rge ly d i sappeared . 

In this specia l ized r e s p e c t the re can be no doubt that the System has 

made notable p r o g r e s s , but in the m o r e fundamental ro le of s tabi l izing the 

economy the r e c o r d is not so c l e a r . All of us in the Sys tem a r e bending 
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our best efforts to capi ta l ize on the exper ience of the pas t , and our c u r r e n t 

knowledge of money, so as to make as l a rge a contr ibut ion as poss ib le in 

this d i rec t ion . But a note should be made h e r e that , while money policy 

can do a grea t deal , it is by no means all powerful . In other words , we 

should not place too heavy a burden on mone ta ry policy. It mus t be 

accompanied by appropr ia te f iscal and budgetary m e a s u r e s if we a r e to 

achieve our a im of s table p r o g r e s s . If we ask too much of mone ta ry policy 

we will not only fail but we will a l so d i sc red i t this useful, and indeed 

indispensable, tool for shaping our economic development . 

The answers we sought to the m a s s i v e p r o b l e m s of the 1930's 

increasingly emphasized an enlarging ro le for Government in our economic 

life. That role was g rea t ly extended again in the 1940's when the emergency 

of World War II led to d i r ec t controls over wages , p r i c e s , and the d i s t r i bu 

tion of goods ranging from sugar to s t ee l . 

That exper ience led to growing concern over the effect of a s t r a i t -

jacket of controls on the economy's product ive capaci ty, and the p r i c e 

that would be exacted in t e r m s of individual l i be r ty if the h a r n e s s of war t ime 

economic controls were c a r r i e d over into the pos twar y e a r s . 

Such a strait jacketing of the economy is wholly inconsis tent with our 

political insti tutions and our p r iva te e n t e r p r i s e s y s t e m . The h i s to ry of 

despotic ru le , of au thor i ta r ian ru le , not m e r e l y in this cen tury but through

out the ages is acutely repugnant to u s . It has taken a frightful toll in human 

misery and degradat ion. 
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The t ransformat ion of this country from a wi lde rness to a highly 

developed civi l izat ion demons t r a t e s the r e su l t s that can be obtained through 

a sys tem which is d i rec ted toward re l eas ing , not shackling, energ ies and 

abi l i t ies . The fruits of these energ ies and l abors a r e shared in growing 

abundance, not by p r imi t ive b a r t e r , but by the p r o c e s s e s of the m a r k e t 

place. 

The advantages of a sys tem where supply capaci t ies and demand 

wants and needs a r e matched in open m a r k e t s cannot be m e a s u r e d in economic 

terms alone. In addition to the advantages of efficiency in the use of economic 

r e sou rce s , there a r e vast gains in t e r m s of pe r sona l l ibe r ty . Powers of 

decision a r e d i spe r sed among the mil l ions affected instead of being c e n t r a l 

ized in a few pe r sons in author i ty . 

The bas ic concept of the m a r k e t sys tem has remained with us s ince 

the founding of the nat ion. It has r emained the co rne r s tone of our society 

to this day, although we have done some extensive remodel ing of the s t r u c t u r e 

as a whole from t ime to t i m e . 

We have in the pas t done some remodel ing for the admi rab le purpose 

of cor rec t ing s t ruc tu ra l defects and d i s to r t i ons . Compet i t ive , f reely func

tioning m a r k e t s a r e one thing, and r igged m a r k e t s a r e ano ther . Rules and 

regulations to prevent rigging a r e n e c e s s a r y and essen t ia l to a sound 

s t ructure . 

Other remodel ing has come about because the Amer i can people have 

Refused to accept economic goals as their sole object ive. That was t rue in 
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older genera t ions , as well as our own. Our family inher i tances have, I am 

glad to say, usual ly included the beliefs that man cannot live by b r e a d alone, 

and that in a p rope r ly equipped home l i b r a r y the Bible should occupy a m o r e 

important place than a manual of a r m s or a mai l o rde r ca ta logue. Let it 

be said, to our c red i t , that Amer ican economic action has often been d e t e r 

mined by balancing m a t e r i a l advance against other human object ives . 

F o r these r e a s o n s , and perhaps o t h e r s , our m a r k e t sys tem has been 

modified continuously throughout this count ry ' s h i s to ry . Ideas of m a r k e t 

places functioning with no ru les or regula t ions except the "law of the jungle" 

have, quite jus t ly , gone the way of the g rea t buffalo h e r d s . When we speak 

today of "free m a r k e t s " we of cou r se mean m a r k e t s that a r e only re la t ive ly 

free, as the freedom of speech we enjoy is itself only a re la t ive f reedom. 

The essent ia l c h a r a c t e r i s t i c s of free m a r k e t s have neve r the l e s s been 

retained. 

It is t rue that in a g rea t emergency we have been willing to make a 

departure from our m a r k e t s t r u c t u r e , but our mood has been that of the 

man who has to leave home for the confines of a bomb she l t e r . When a war 

comes on, we a r e willing to put up with al l s o r t s of economic controls and 

dictation of even smal l detai ls of our economic l ife. The dignity of the 

individual gets submerged in the neces s i ty to win the w a r . The law of supply 

and demand is suspended t empora r i l y , but it cannot be pe rmanen t ly r epea led . 

It is always with us jus t as is the law of grav i ty . 
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When peace is r e s t o r e d we do not continue to ignore i t . We cannot 

substitute the judgment of a few in authori ty for the f ree and independent 

judgments of the community as they a r e exp re s sed in the m a r k e t p l ace . 

We cannot do so , that i s , and r e t a in our concept of freedom in a compet i t ive , 

private en t e rp r i s e economy. 

I am not unaware that f reedom entai ls ce r t a in hardsh ips on the nervous 

constitution. It gives us opportunity to choose, but it a l so r e q u i r e s the making 

of choices . The p l ea su re of having a choice to make is counterbalanced by 

not only the necess i ty for making a choice , but a l so the respons ib i l i ty for 

accepting the consequences of that choice, whether good or bad . Natura l ly 

we like the consequences only when our choice p roves r ight . Tha t ' s one 

reason it is ea s i e r to make a mis take than to admit one. 

It r equ i r e s no s t r a in on my imaginat ion to suppose that the re might 

be some, even in this audience, who occasional ly feel a nostalgia for the 

pegged money m a r k e t that came into exis tence during the war and continued 

until the T r e a s u r y - F e d e r a l R e s e r v e accord of March 1951 turned us back in 

the di rect ion of a f r ee r m a r k e t . 

F r e e m a r k e t s , l ike free economies , have a way of going down as 

well as up, and thus reminding us that our sy s t em is one of profit and l o s s , 

entailing penalt ies as well as r e w a r d s . During the l as t four and a half 

years the Fede ra l R e s e r v e has pursued a mone ta ry policy c h a r a c t e r i z e d by 
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flexibility, or prompt adaptation to the sharply changing needs of a dynamic 

economy. It has been necessary in this period to combat both the forces of 

inflation and of deflation. 

There are some who contend that a little inflation--a creeping 

inflation--is necessary and desirable in promoting our goal of maximum 

employment. My able associate , Allan Sproul, President of the Federal 

Reserve Bank of New York, put his finger on the fallacy in this contention 

in testifying before a Congressional committee earlier this year when he 

said: 

"Those who would seek to promote 'full employment' 
by creeping inflation, induced by credit policy, are trying to 
correct structural maladjustments, which are inevitable in 
a highly dynamic economy, by debasing the savings of the 
people. If their advocacy of this course is motivated by 
concern for the 'little fellow, f they should explain to the 
holders of savings bonds, savings deposits , building and 
loan shares , life insurance policies and pension rights, 
just how and why a r ise in prices of, say, 3 per cent a 
year is a small price to pay for achieving 'full employment. 
They should also explain to all of us - - l i t t l e , big, and just 
plain ordinary Americans--what becomes of our whole 
system of long term contracts, on which so much of our 
economic activity depends, if it is to be accepted in 
advance that repayment of long term debt will surely be 
in badly depreciated coin. " 

If inflation would in fact make jobs, no reasonable man would be against it. 

But as I have frequently emphasized, inflation seems to be putting money 

into our pockets when in fact it is robbing the saver, the pensioner, the 

retired workman, the aged--those least able to defend themselves . And 

when the inevitable aftermath of deflation sets in, businessman, banker, 

worker, all suffer. That doesn't mean jobs. It means just the opposite. 
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There have been some r a the r wide swings in at t i tudes toward 

monetary policy during r ecen t y e a r s , In the depress ion , a g rea t number 

came to the conclusion that mone ta ry policy was ineffective as an ins t rument 

for promoting r ecove ry from economic decl ine . Following World War II, 

some were troubled by the move from d i rec t controls to r e s to ra t i on of the 

general control involved in mone ta ry policy because they feared it could 

not r e s t r a i n the inflation then p reva len t - -no t , that i s , without being so 

drast ical ly exer ted as to plunge us into a devasta t ing dep res s ion . 

Nowadays, there is perhaps a tendency to exaggera te the effective

ness of mone ta ry policy in both d i rec t ions . Recent ly , opinion has been 

voiced that the country ' s main danger comes from a r o s e a t e belief that 

monetary policy, backed by flexible tax and debt management pol ic ies 

and aided by a host of bui l t - in s t a b i l i z e r s , has complete ly conquered the 

problem of major economic fluctuations and re lega ted them to ancient 

history. This , of c o u r s e , is not so because we a r e dealing with human 

beings and human na tu re . 

While the pendulum swings between too l i t t le or too much re l i ance 

upon credi t and mone ta ry policy, the re is an emerging rea l iza t ion m o r e 

and more widely held and expressed by b u s i n e s s , labor and fa rm o rgan iza 

tions that ruinous depress ions a r e not inevitable, that something can be 

done about moderat ing excess ive swings of the bus iness cyc le . The idea 

that the bus iness cycle can be al together abolished s e e m s to me as fanciful 
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as the notion that the law of supply and demand can be repea led . It is hard ly 

neces sa ry to go that far in o rde r to approach the p rob lems of heal thy economic 

growth sensibly and cons t ruc t ive ly . La i s sez fa i re concepts , the idea that 

deep depress ions a r e divinely guided re t r ibut ion for m a n ' s economic fol l ies , 

the idea that money should be the m a s t e r instead of the se rvan t , have been 

discarded because they a r e no longer valid, if they ever w e r e . 

Nor does the d iscard ing of old ideas and the substi tut ion of new ones 

mean that we a r e throwing bas ic laws or pr inc ip les overboard . It is the 

re turn to f i rs t pr inc ip les in many p a r t s of the f ree world that is the mos t 

significant aspect of world-wide r e c o v e r y and p r o g r e s s outside of the i ron 

curtain. And that, in turn , vas t ly br igh tens the hope of las t ing p e a c e . 

By f i r s t p r inc ip les I mean t i m e - t e s t e d bas ic concepts of the m a r k e t 

place and the development of compet i t ive p r iva te e n t e r p r i s e , with only that 

degree of Government in te r fe rence or regulat ion n e c e s s a r y to prevent 

abuses and e x c e s s e s . We see a r e t u r n to these concepts h e r e and abroad 

because other concepts have failed, and where the re has not yet been a 

revival of these concepts economic t roubles a r e acu te . 

As I suggested at the outset , the bas ic p r o b l e m s , the quest ions , 

remain pre t ty much the same a lways . The answer s a r e d i f ferent - -and 

no one would be so r a s h as to say that we have u l t imate solutions for all 

of our p r o b l e m s . We can say confidently, I think, that we have d i sca rded 

some wrong a n s w e r s - - t h a t we have re tu rned to some of those fundamental 
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principles under which our society, our institutions, have flourished with 

incomparable benefits, benefits not merely material . 

There will always be some, of course, who think we must go through 

the wringer periodically to purge the economy. There will always be cynics 

and defeatists, no doubt, who say that because there have always been 

disastrous depressions and more disastrous wars , we must accept these 

visitations as inevitable. If there are enough hopeless Jeremiahs, enough 

defeatists and cynics, those calamities are indeed inevitable. If we do 

nothing about it, if we do nothing to prevent inflation and thus avoid the 

inevitable aftermath of deflation, then of course we are defeated. Today' s 

generations will accept no such fatalistic philosophy. 

If we fail to apply the brakes sufficiently and in time, of course, 

we shall go over the cliff. If businessmen, bankers, your contemporaries 

in the business and financial world, stay on the s idel ines , concerned only 

with making profits, letting the Government bear all of the responsibility 

and the burden of guidance of the economy, we shall surely fail. I am as 

weary as you are of pious platitudes and after dinner preachments about 

leadership and financial statesmanship. But the fact is that the Government 

isn't something apart and remote from you. It is you~-all of us . If those 

responsible for major decisions in business , finance, labor, agriculture, 

are irresponsible, Government can't compel you, short of moving in the 

direction of dictatorship, to be reasonable, or moderate, or prudent. 
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In the field of mone ta ry and c red i t policy, p recau t iona ry action to 

prevent inflationary exces ses is bound to have some onerous effects-- if 

it did not it would be ineffective and futile. Those who have the task of 

making such policy don l t expect you to applaud. The F e d e r a l R e s e r v e , as 

one wr i te r put it, after the recen t i n c r e a s e in the discount r a t e , is in the 

position of the chaperone who has o rde red the punch bowl removed jus t 

when the par ty was rea l ly warming up. 

But unless the bus iness communi ty , l e a d e r s in all walks , exhibit 

moderation, p rudence , and unders tanding, then we will fail and d e s e r v e 

to fail, I cannot bel ieve we will be so blind. I have a deep and abiding . 

faith in that undefinable yet meaningful p h r a s e we frequently use - -

"the Amer ican Way of Life, 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis




